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Definition
Green Taxation, also known as Environmental
Taxation, involves the use of taxation to promote
more responsible environmentally taxpayers’
behavior, through tax penalties, in order to punish
the polluting behavior, or tax benefits to encour-
age good behaviors. Definitions of this concept
can also be found outside the scientific context,
for instance, according to the Carbon Brief Staff
(2013) this concept “. . .is commonly used to refer
to a package of government measures intended to
encourage expansion of low-carbon power, subsi-
dise home insulation and tackle fuel poverty.”
Additionally, the United Kingdom Government
(2012) states that “Environmental taxes are
defined as those which meet all of the following
three principles: (i) the tax is explicitly linked to
the government’s environmental objectives;
(ii) the primary objective of the tax is to encourage
environmentally positive behaviour change; (iii)
the tax is structured in relation to environmental
objectives, for example: the more polluting the
behaviour, the greater the tax levied.”
Moreover, the concept of green taxation is
inextricably linked with the concept of Green
Tax Reform. This type of tax reform seeks to
introduce environmental taxes, thereby replacing
much of the traditional taxation on companies
(income and capital), labor income, and contribu-
tions to social security systems, in order to reduce
unemployment levels (Álvarez et al. 1998; Alves
and Palma 2004). Thus, the Green Tax Reforms
presuppose the obtaining of a double gain,
denominated by effect of the “double dividend”:
the environmental gain and the reduction of
unemployment, by tax relief on labor.
Introduction
The idea of taxing pollution is not new, its first
reference is associated with the British economist
Arthur Cecil Pigou, in 1920, that is why the green
taxation is also known as Pigouvian Taxes
(Sandmo 2003).
The “polluter-pays principle” is a generally
accepted basic principle of environmental law,
which was partly based on that old idea of taxing
pollution. This principle has two different currents
concerning to its application form: on the one
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hand, those who defend its direct application, in
particular through greenhouse gas emission
quotas; on the other hand, those who support the
indirect payment, mainly through environmental
taxes that penalize polluting behavior.
In this scope, since the 1990s, most studies on
Green Taxation intend to ascertain the best way to
apply the “polluter-pays principle”: the direct
application or the use of Green Taxation. Thus,
several authors developed studies, mainly based
on mathematical models of general equilibrium,
where they conclude that the application of Green
Taxation results in better environmental results
than the use of direct environmental tools, such
as greenhouse gas emission quotas (Baranzini
et al. 2000; Goulder et al. 1999; Hong 2015;
Sandmo 2003).
The importance of taxation as an environmen-
tal “tool” was recognized in the academic context
but also by several organizations with key roles in
the international environmental context, such as
the EU (European Union) and the OECD
(Organization for Economic Cooperation and
Development), in consequence, it has been
extended to a great number of countries.
Despite the widespread use of Green Taxation
by countries not belonging to the European Com-
munity, in fact it is based on a reform advocated in
the European Union in 1993. Thus, the European
Union’s “White Paper on growth, competitiveness
and employment,” known, as already referred to,
as Green Tax Reform, relies on the following
assumptions: (i) introduction of green taxes that
substitute the traditional forms of taxation;
(ii) integrated economic and environmental objec-
tives; (iii) use of taxation as an environmental
“tool”; (iv) obtaining of a double positive effect,
referred to in the literature as the “double divi-
dend,” that is, to obtain, also, economic gains, for
instance, by reducing unemployment, through
social security contributions reduction (Álvarez
et al. 1998; Borrego 2016; Bovenberg and Mooij
1995).
In relation to the “double dividend” effect: the
“first dividend,” that is, the environmental gain, is
consensual in the previous literature; however, the
“second dividend” is a controversial issue in
academia.
In relation to the authors who defend the exis-
tence of a second positive gain, there are two lines
of research around the type of gain, with, on one
hand, the European authors defending that the
second dividend is the decrease in the levels of
unemployment and, on the other hand, the North
American authors defending that the second div-
idend are the gains of efficiency and competitive-
ness of the economy (Bovenberg andMooij 1995;
Lee and Misiolek 1986; Terkla 1984).
There are also some authors who question the
existence of a positive impact on employment, or
on the economy, provoked by the introduction of
green taxation: some of them conclude that this
“second dividend” does not exist, others verify
that the second impact exists, however, it is neg-
ative, that is, the Green Taxation has a negative
impact on employment or on economy, mainly
because that type of taxation affects the
consumption.
Despite this controversy over the “second div-
idend,” some studies have gone further and point
to the existence, in some countries, of a “third
dividend”. Thus, in recent years, in studies on
developing countries, as well as in some countries
with major problems of budgetary stability, has
been identified another gain: “the reduction of
poverty” or “the budgetary balance” (Heerden
et al. 2006; Pereira and Pereira 2014).
The analysis, classification, and evolution of
green taxation have also been the subject of stud-
ies in some countries (Álvarez et al. 1998; Barde
and Owens 1996; Borrego 2016; Carreira et al.
2007). For instance, Barde and Owens (1996, 11)
conducted a study on the application of eco-taxes
in OECD countries and found that in those coun-
tries “The ‘greening’ of taxes can be done in two
complementary ways. One involves the
restructuring of existing taxes by raising the rela-
tive prices of products (. . .) that generate more
pollution (. . .). A second approach is to introduce
new ‘eco-taxes’ specifically aimed at raising the
prices of products which create pollution. . .” and
Álvarez et al. (1998) evaluated the type of Green
Tax Reform in some pioneer countries in its
implementation and proceeded to its classifica-
tion. According to these authors the Green Tax
Reforms can assume two different types,
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depending on the extent of the reforms
implemented: Partial Reforms (adaptation of
the existing tax system to give it an environmental
concern) or Integrated Reforms (giving rise to
an innovative tax system, where environmental
taxation plays a major and preponderant role).
Some Nordic countries as the Netherlands, Den-
mark, and Sweden have been pioneers in the
implementation of integrated Green Tax Reforms.
Borrego (2016) replicated the study of Álvarez
et al. (1998) in Portugal and classified Portuguese
green tax reform as a partial one. Carreira et al.
(2007) analyzed the Portuguese tax legislation
and found that the tax system was beginning to
show signs of environmental concerns.
There are also studies that refer to the resis-
tance of organized industrial lobbies against the
application of Green Taxation. In this context,
Daugbjerg and Svendsen (2001) and Svendsen
et al. (2001) argue that Green taxation is against
the interests of the polluters and some of them can
easily mobilize resources to move political influ-
ences, in order to put barriers to such type of
taxation.
In addition, in the last years, a few studies, that
aim to quantify the impact of Green Taxation on
the environment, have also emerged (Alberini and
Bareit 2017; Ciccone 2014; d’Haultfoeuille et al.
2014). For instance d’Haultfoeuille et al. (2014)
analyzed the effect of the introduction in France,
in 2008, of a bonus/malus system (tax benefits or
penalties) on car purchasing: for the least pollut-
ing, it was conceded a benefit and for the most
polluting it was applied a penalty. The authors
found that this environmental tax measure had a
negative effect on the environment, as the mea-
sure was poorly designed and still applied benefits
to the purchase of vehicles that had a considerably
high level of pollution. Alberini and Bareit (2017)
replicated an identical study in Switzerland and
obtained similar conclusions. Cioccone (2014)
sought to assess the impact of the tax penalty on
the purchase of polluting vehicles introduced, in
Norway, in 2007, to the purchase of new, less-
polluting vehicles, and found that the impact had
been positive on the increase in the purchase of
less polluting vehicles.
Lastly, it is relevant to understand this topic
from a previous literature perspective, but also to
understand its potential for future research. In the
context of Green Taxation, there are several future
research lines that can be explored, from which
the following should be highlighted.
Based on the concern for the planet’s sustain-
ability and the relation between green taxation and
the circular economy, it is necessary to identify the
green tax reforms performed by the different
countries or regions, in order to assess how they
actually contribute to the environmental
preservation.
At the same time, in a close relationship
between green taxation and Circular Economy, it
is important to analyze how green taxes contrib-
uted to effective changes in economic agents and
consumers’ behavior, by influencing their invest-
ment decisions, manufacturing and exploration
methods, consumer habits, among other atti-
tudes/decisions with environmental impact.
It is not, therefore, enough the creation of green
tax measures; it is necessary to monitor their
impact in the environmental context, seeking to
understand the determinants of their success or
failure, contextualized in the cultural, environ-
mental, and even historical specificities of the
countries. Thus seeking to contribute to the crea-
tion of innovative environmental tax policies, but
also assertive in the objectives that they intend to
achieve.
It is also important to bear in mind that, in
relation to environmental tax measures aimed at
promoting more environmentally responsible cit-
izens and companies’ behavior, the greater the
environmental success of the measure, the biggest
is its tax “cost,” so it is important to quantify the
amount of uncollected tax or of the tax benefit
granted to understand its impact on tax revenue.
It is important to highlight that a new method-
ological approach is desirable, leading to the con-
struction of an index of green taxes, which aims to
measure the contribution of a tax system
(or specific tax) to the preservation of the environ-
ment, which will allow the analysis of the evolu-




The Green Taxation, in the law context, is classi-
fied, as referred to by Nabais (2005), as a form of
State intervention in favor of the fight for environ-
mental protection and it falls within the sphere of
extra-taxation, that is “a set of rules which only
formally form part of the tax law, because their
main or dominant purpose is the attainment of
certain economic or social results and not the
obtaining of revenues to cover public expendi-
ture” (Translated from Nabais 2005, 336).
In the tax systems context, Green Taxation may
be the result of an integrated tax reform, that is, by
substituting the traditional taxation, or alterna-
tively, it may appear as additional rules to tradi-
tional taxes without replacing them. In addition,
green taxation can take the form of taxation on
consumption, corporate, and individual taxation,
among other forms.
Summary
Green taxation is the use of taxation to encourage
taxpayers’ good behavior in the environmental
context. Green taxation is thus a powerful tool
for the environment. Taxpayers, in order to obtain
tax benefits or to avoid paying higher taxes or
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